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French Stabilization Program 


The devaluation of the French franc and the estab- 
lishment of nonresident convertibility, which became 
effective on December 29, 1958 (see this News Survey, 
Vol. XI, pp. 207 and 209), were part of an over-all 
stabilization program designed to eliminate inflationary 
pressures and to restore internal and external equili- 
brium, which also included a series of measures affect- 
ing fiscal, price, and trade policy. 


Government Finance 


Through cuts in expenditures and increases in taxes, 
the Treasury’s deficit for 1959, which, on the basis of 
existing trends in spending and taxes, threatened to 
amount to some F 1,200 billion (compared with F 600 
billion in 1958), was reduced to F 587 billion. A 
deficit of this order of magnitude can be financed out 
of normal treasury resources. 

Total treasury expenditures are budgeted at F 6,189 
billion, F 658 billion more than in 1958. A slight rise 
in military expenditure and a substantial increase in 
government salaries and in public investment would 
have raised total expenditures much more had not the 
Government decided to eliminate food subsidies, to 
raise the tariffs of nationalized enterprises so as to make 
these enterprises self-supporting, and to wipe out the 
ieficit of the Social Security System, which hitherto was 
covered by advances from the Treasury. 

Budgetary receipts are estimated at F 5,602 billion, 
F 671 billion more than in 1958. About half of this 
increase is based on expectations of higher taxable 
income. The remainder is to come from tax rate 
increases. Both direct and indirect taxes (especially 
individual and corporate income taxes and turnover 
taxes), most of which had already been raised consid- 
erably during the last three years, were further increased. 


Prices and Wages 


The elimination of subsidies, the increased tariffs of 
the nationalized enterprises, and the reintroduction of 
half-yearly rent increases will together have the effect 
of increasing consumer prices by some 3 per cent to 
5 per cent within the first few weeks of 1959. To limit 
the decline in purchasing power resulting from this 
increase, the Government increased the salaries of civil 
servants and of workers in nationalized enterprises by 
4 per cent, effective February 1, 1959, and during the 
first quarter of 1959 will raise the minimum legal wage 


by a percentage still to be determined. All escalator 
clauses in collective labor contracts covering workers 
earning more than the legal minimum wage (i.e., the 
great majority of the working population) are voided. 
These workers will receive wage increases only if the 
economic situation of their enterprises or industries per- 
mits it. The system of basing agricultural support prices 
on price indices is also abandoned. 


Import Liberalization 


To fulfill its international commitments, and to keep 
price increases at a minimum, the French Government 
decided to liberalize imports on a scale larger than any 
practiced since World War II. Private imports from 
OEEC countries, the liberalization of which to the 
extent of 40 per cent had already been decided in 
December 1958 (see this News Survey, Vol. XI, 
p. 191), were liberalized to 90 per cent (on the basis 
of 1948 imports) as of January 1, 1959. For commodi- 
ties excluded from the liberalization list, quotas for 
other members of the European Economic Community 
were increased by 20 per cent, or at least to an amount 
representing 3 per cent of national production. 

As of January 1, 1959, imports from the United 
States and Canada were also liberalized to more than 
50 per cent (on the basis of 1953 imports). The 
liberalization percentage for these imports announced 
for December had been about 13 per cent. Most imports 
of raw materials are included in the lists of commodities 
liberalized for OEEC and for dollar countries. 


Foreign Exchange System 


The tax of about 3 per cent on foreign exchange 
purchased by French residents traveling abroad, which 
had been introduced in February 1957 (see this News 
Survey, Vol. IX, p. 262), has been eliminated. The 
10 per cent rebate on hotel bills, car rentals, and tourist 
travel, which since May 15, 1958 was granted to foreign 
tourists paying in foreign exchange, was also abrogated, 
but the discount on purchases of certain commodities 
by foreign tourists paying in checks expressed in foreign 
currencies or issued by foreign correspondents of French 
banks has been maintained (see this News Survey, 
Vol. X, p. 339). 

The percentage of export proceeds exempt from 
surrender requirements and kept in special EFAC 
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(Exportations-Frais Accessoires) accounts was low- 
ered for holders of exporters’ cards from 20 per cent 
to 15 per cent for exports to the United States or Can- 
ada, and from 15 per cent to 11 per cent for exports 
to any other country, independently of the currency 
of payment. For other exporters, the reductions were 
from 15 per cent to 12 per cent and from 10 per cent 
to 8 per cent, respectively. 


The Minister of Finance has announced the Govern- 
ment’s intention to restore rapidly an automatic for- 
eign exchange allocation to French tourists for travel 
abroad. Such allocations had been suspended in 
May 1958 (see this News Survey, Vol. X, p. 370). 


IBRD Swiss Franc Bond Issue 


A Swiss franc bond issue of the International Bank 
for Reconstruction and Development was publicly 
offered in Switzerland on January 8 by a syndicate of 
leading Swiss banks. The banks are offering at par 
Sw F 100 million (approximately US$23,200,000) of 
4 per cent 15-year bonds. This is the seventh public 
issue of the Bank in Swiss francs. The Swiss Bank 
Corporation, the Swiss Credit Bank, and the Union 
Bank of Switzerland head the underwriting group, as 
they did in the previous offerings. 


The bonds have no sinking fund and are noncallable 
for ten years. On and after February 1, 1969, the 
World Bank may redeem at par all or part of the issue 
on any interest payment date on 45 days’ notice in case 
of partial redemption and 3 months’ notice for total 
redemption. Interest will be payable annually on Feb- 
ruary 1, with the first payment due on February 1, 1960. 
The issue will be listed on the stock exchanges of Basle, 
Zirich, Geneva, Berne, and Lausanne. 


Source: International Bank for Reconstruction and 
Development, Press Release, Washington, D.C., 
January 8, 1959. 


IBRD Loan to EI Salvador 


The World Bank on January 7 made a loan of $5 
million to El Salvador for a program being carried 
out to provide an all-weather road network throughout 
the Pacific coastal plain. The loan will help to finance 
the construction of 21 feeder roads and some additional 
work on the Coastal Highway, the main artery of the 
system. The new road network will open up a large, 
potentially rich area to settlement and agriculture, as 
well as greatly improve communications in the southern 
half of El Salvador. The Coastal Highway, now under 
construction, is being partly financed by a World Bank 
loan of $11.1 million made in 1954. At that time the 
Government had also made plans to build, at the appro- 
priate time, a number of feeder roads to provide an 
adequate road system throughout the entire region. 


Foreign Credits 


In order to strengthen its stabilization program the 
French Government also obtained at the end of 1958 a 
three-month stand-by credit for a total of US$250 mil- 
lion from the central banks of Belgium, the Federal 
Republic of Germany, the United Kingdom, and the 
Netherlands, and from the Bank for International Set- 
tlements, and in January 1959 a supplementary stand-by 
credit of $200 million for a two-year period from a 
group of U.S. commercial banks. 

Sources: Le Monde, Paris, France, December 28-29, 
30, and 31, 1958 and January 1, 2, and 4-5, 
1959. 


Work on the Coastal Highway is well advanced and the 
feeder roads will now be built. 

The First National City Bank of New York, Grace 
National Bank, and the National Bank of Washington 
are participating in the loan, without the World Bank’s 
guarantee, for a total amount of $300,000. This repre- 
sents part of the first two maturities which fall due on 
April 15 and October 15, 1963. The loan will be used 
for imported equipment and services and the Govern- 
ment of El Salvador will finance the local currency costs. 

The loan is for a term of 15 years and will bear 
interest of 534 per cent, including the 1 per cent com- 
mission which is allocated to the Bank’s Special Reserve. 
Amortization will begin in April 1963. 


Source: International Bank for Reconstruction and 


Development, Press Release, Washington, D.C., 
January 7, 1959. 


Europe 


Irish Discount Rate 

The Central Bank of Ireland announced on Novem- 
ber 27 that its discount rate would be reduced by % 
per cent, to 4% per cent. Following this change, the 
Irish Banks’ Standing Committee announced that the 
ordinary lending rates for banks in the Republic would 
be reduced by % per cent, to 5% per cent, and that 
interest on deposits would also be reduced by % per 
cent. The new deposit rates will be as follows: on 
amounts of under £25,000, 1 per cent per annum; on 
amounts of £25,000 and over, 2 per cent per annum. 
Source: The Irish Times, Dublin, Ireland, Novem- 

ber 28, 1958. 


Belgium's Interest Rates 

Effective January 8, the National Bank of Belgium 
reduced its basic discount rate (the interest rate on 
the discount of accepted bills domiciled with banks) 
from 3% per cent, the rate which had been in effect 
since August 28, 1958 (see this News Survey, Vol. XI, 
pp. 84 and 150), to 3% per cent. All other interest 





INTERNATIONAL FINANCIAL News Survey, January 16, 1959 215 


rates charged by the Bank were also reduced by %4 
percentage point, except the rate on advances against 
certificates with a maturity no longer than 366 days 
issued either by the Treasury or the Fonds des Rentes; 
this rate remains unchanged at the nominal figure of the 
certificate rate plus %, percentage point, with a 
minimum of 2% per cent. 

The decision to reduce its rates was reportedly taken 
by the National Bank in view of the abundance of 
short-term capital in the Belgian money market, Bel- 


gium’s present external position, and the lower rates 
in world markets. 


Source: La Libre Belgique, Brussels, Belgium, Janu- 
ary 8, 1959. 


Exchange Rate Margins in Switzerland 

Following the announcement of the extension of con- 
vertibility in Western Europe, the Swiss National Bank, 
as of December 30, 1958, changed its buying rate for 
the U.S. dollar from Sw F 4.28% to Sw F 4.29% and 
its selling rate from Sw F 4.46 to Sw F 4.45, thus 
reducing the margins on either side of parity (i.e., 
Sw F 4.3728 per U.S. dollar, which corresponds to the 
legal gold value of the Swiss franc) from about 2 per 
cent to about 1% per cent. The new margins are said 
to correspond to the so-called gold points, i.e., the 
points at which actual shipment of gold between 
Switzerland and the United States would become advan- 
tageous, given actual costs of transportation and insur- 
ance. Since the margins for the exchange rates between 
the Swiss franc and other former EPU currencies, which 
formerly were held at %4 per cent each side of parity, 
are now determined by those set for the dollar quota- 
tions of these currencies, the possible spreads in the 
exchange rates between the Swiss franc and other 
former EPU currencies are now wider than % per cent 
each side of parity. On the basis of the new dollar 
margins for the Swiss franc reported above and the 
dollar margins maintained in London ($2.78 and $2.82 
per pound sterling), the spread of the Swiss franc- 
sterling rate is now Sw F 11.94 to Sw F 12.54 per pound 
sterling, which is nearly 24% per cent each side of the 
parity of Sw F 12.24. 


Source: Neue Ziircher Zeitung, Ziirich, Switzerland, 
December 30, 1958. 


Danish-German Trade Agreement 

A new three-year trade agreement was signed by 
Denmark and the Federal Republic of Germany on 
December 20, 1958. The agreement, which is similar 
in essentials to the one-year agreements of recent years, 
establishes annual minimum quotas for the exchange 
of nonliberalized goods. For imports into Germany 
the quota lists cover Danish agricultural products, in 
particular cattle, pigs, offal, fats, malt barley, fish, gar- 
den products, and seed. The quotas are to a large 


extent the same as those in force hitherto. Although 
the new arrangements provide no firm assurances for 
the sale of Danish products to Germany, they guarantee 
import permits to the extent of the quotas and are 
expected to have a stabilizing effect on Danish agricul- 
tural exports to Germany. A mixed government com- 
mittee is to supervise the execution of the agreement, 
which, if not denounced by either party by October 31, 
1961, will be automatically extended for another year; 
the committee is also to make arrangements for an 
expansion in trade as and when circumstances permit. 

No quota has been fixed for imports of Danish butter 
into Germany, although butter falls within the category 
of nonliberalized goods. In the years preceding 1958 
Germany had been an important market for Danish 
butter, but, as a result of increased German butter 
production in 1958, imports of butter were negligible 
in that year. Special negotiations regarding future 
exports of Danish butter to Germany have been sched- 
uled for January. The Federal Government has 
informed the Danish Government that it proposes to 
seek parliamentary authority to reduce agricultural cus- 
toms duties, for both quota-restricted and liberalized 
goods, by 10 per cent, but not to an amount lower than 
the common external tariff applied by the six Common 
Market countries. 

The new agreement replaces the agreement of Decem- 
ber 18, 1953, which was subsequently extended year 
by year. Between that year and 1957 Danish imports 
from the Federal Republic increased from DKr 1.3 
billion (US$188 million) to DKr 1.8 billion ($261 
million), or by 42 per cent, while Danish exports to 
the Federal Republic rose from DKr 0.7 billion ($100 
million) to DKr 1.6 billion ($232 million), a rise of 
119 per cent. The expansion in trade continued in 
1958, when the exchanges were more or less in equili- 
brium, and the Federal Republic’s share in total Danish 
foreign trade rose to approximately 20 per cent. 
Source: Politikens Ugeblad, Copenhagen, Denmark, 

December 21-27, 1958. 


Liberalization of Spanish Commercial Policy 

The outbreak of World War II almost immediately 
after the Spanish Civil War and the isolation in which 
Spain subsequently found itself led it at that time to 
adopt a policy of trade agreements on the basis of 
bilateral clearing agreements. Its foreign trade thus 
developed within an elaborate contractual network. 
The clearing system, however, with the severe regime 
of import licenses, pro forma invoices, price controls, 
etc., is not the best for fostering commercial expansion, 
as it checks the determination of traders to seek new 
markets and to make the best use of such trading 
opportunities as may present themselves from time to 
time. Accordingly Spain is now changing the structure 
of its economic-commercial system so that it may oper- 
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ate in the international sphere in circumstances similar 
to those of other countries. The Minister of Commerce 
has stated that Spain is now on the road to multilateral 
and free trade, which meant that bilateral agreements 
had to be replaced by global agreements. In prepara- 
tion for the time when Spain should become a member 
of the OEEC it was necessary to liberalize imports, 
though as soon as import permits were abolished, it 
would be necessary to increase certain customs duties, 
so that national industry would not be left unprotected. 
A board has been established for the revision of the 
tariff, the structure of which has not undergone any 
essential change since 1922. 
Source: Departamento Extranjero del Banco Central, 
Boletin Informativo, Madrid, Spain, Novem- 
ber 1958. 


Middle East 


Free Market Rates in Saudi Arabia 

Effective November 18, 1958, the Saudi Arabian 
Monetary Agency reduced its selling rates in the free 
market by 2 qurush for the U.S. dollar and by 5 qurush 
for the pound sterling. The new rates are 5 riyals, 
7 qurush per U.S. dollar and 14 riyals, 18 qurush per 
pound sterling (1 riyal—=22 qurush). 

This reduction is related to the stabilization program 
inaugurated in early June 1958, when it was declared 
that a significant portion of foreign exchange would be 
made available by the Monetary Agency for use in the 
free market in order to reduce fluctuations in the 
exchange rate and, eventually, achieve a unified and 
stable rate. The free market rate was stabilized by 
mid-July 1958, and selling rates were reduced on Sep- 
tember 18, 1958. 

With the implementation of the stabilization program, 
the Monetary Agency's foreign exchange position has 
steadily improved. The Agency has expressed confi- 
dence that “further improvements in the free market 
rate of the riyal will continue to take place steadily.” 


Source: Saudi Arabian Monetary Agency, Press Re- 
lease, Jidda, Saudi Arabia, November 18, 
1958. 


Economic Development in Pakistan 

In statements concerning recent developments in the 
Pakistan economy, both the Governor of the State Bank 
and the new Minister of Finance of Pakistan agreed 
that the present financial difficulties stemmed primarily 
from past inflation. The Governor stated that during 
the three years until June 1958 net borrowing by the 
Central Government from the State Bank was PRs 1,720 
million, and the money supply rose by PRs 1,460 mil- 
lion. Moreover, between June 1956 and Septem- 


ber 1958 sterling balances declined by £50 million. 
While he approved of the measures recently taken by 
the new Government to prohibit hoarding, smuggling, 
and similar antisocial activities, he believed that these 
activities were only symptoms of what was wrong with 
the economy and that the basic cause was inflation. 
He said that, even after the factors adding to inflation 
were brought under control, considerable time might 
elapse before the full effects of the past inflation were 
worked off and dislocations and maladjustments in the 
economy corrected. 

The Minister of Finance stated that the measures 
taken so far had been effective, but that they should be 
supplemented with substantial and well thought out 
policies, if economic stability is to be restored. Public 
finances need revising, and the tax structure has to be 
made more equitable. In the field of economic planning, 
the decision has already been taken to give agriculture 
the highest priority. In order to raise domestic produc- 
tion and to reduce dependence on food imports, more 
land is to be brought under cultivation. Also, exports 
must be developed quickly to meet the needs of existing 
industries and to continue industrial progress, without 
which there would be economic stagnation. Priority 
will be given to the establishment of industries of mod- 
erate size that utilize domestic raw materials. It is a 
fallacy to assume that production of import substitutes 
necessarily reduces the need for imports, since new 
industries require machinery and spare parts that have 
to be procured from abroad; also, they may have to rely 
on imported raw materials if domestic materials are 
not available. The Minister believes that foreign cap- 
ital is indispensable for a developing economy and he 
is studying ways of facilitating its flow into Pakistan. 
He was reassuring about the prospects of importing 
capital from Western Europe, but less optimistic about 
capital imports from the United States. 


Sources: Dawn, Karachi, Pakistan, November 27 and 
29, 1958. 


Far East 


U.S. Development Loan fo India 


On December 24, 1958, the U.S. Development Loan 
Fund and the Government of India signed agreements 
making available an additional $100 million in DLF 
funds to assist in financing the foreign exchange costs 
of public and private economic development projects 
in connection with India’s Second Five Year Plan. These 
agreements bring to $175 million the total of DLF 
loans signed this year to help India in its second five- 
year economic development program. DLF loans are 
repayable in rupees and are for periods varying from 
10 to 20 years. The rate of interest is currently lower 
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for public utility projects (3% per cent) than for com- 
mercial projects (about 52 per cent). 

The total amount covered by these agreements is 
being made available in five separate loans. Three of 
them, totaling $63 million, are for public sector proj- 
ects, while the other two are for projects in the private 
enterprise sector. Of the public sector loans, one, for 
$35 million, is to assist in procuring railway equipment, 
the second is for $18 million worth of steel imports for 
development projects, and the third for $10 million 
worth of turbines, generators, transformers, insulators, 
cables, and other equipment for public power projects. 

Of the private sector loans, one is for $22 million of 
steel imports and the second for $15 million to assist 
in financing imports of machinery and other capital 
equipment for expanding facilities in the metal and 
mining, chemical, cement, machinery, and mechanical 
engineering industries. 


Sources: Department of State, Press Release, Washing- 
ton, D.C., December 24, 1958; The Times 
of India, Bombay, India, December 25, 1958. 


Trade Agreement Between India and U.S.S.R. 

A five-year trade agreement signed in Moscow on 
November 16, 1958 by representatives of the Govern- 
ments of India and the U.S.S.R. provides for the 
reciprocal application of most-favored-nation treatment 
in the trade between the two countries and for the 
establishment of an inconvertible rupee clearing account. 
This is in line with the desire of both countries to have 
balanced trade without any expenditure of foreign 
currency. 

The list of goods to be exported from the U.S.S.R. 
to India includes equipment for industrial establish- 
ments, for the coal industry, and for irrigation construc- 
tion, various machine tools and instruments, tractors 
and farm machinery, ferrous rolled stock, nonferrous 
metals, fertilizers, dyes, cellulose, paper, asbestos and 
other industrial materials and products, oil products, 
cereals, films, and printed matter. The list of goods 
to be exported from India to the U.S.S.R. contains such 
traditional exports as tea, spices, hides and skins, wool, 
tobacco, shellac, cashew nuts, vegetable and essential 
oils, as well as manufactured goods, including spe- 
cifically jute fabrics and sacks, leather goods including 
footwear, woolen fabrics, coconut fiber products, handi- 
craft goods, films, and printed matter. 

During the talks, the representatives of the two 
Governments agreed on a substantial expansion of 
exports of equipment and industrial goods and products 
from the Soviet Union to India in 1959, and the pur- 
chase by Soviet organizations of an equivalent amount 
of traditional Indian exports and certain products of 
Indian industry. In 1959, the U.S.S.R. will also pur- 
chase Indian goods with funds deposited in repayment 


for earlier Soviet credits to India. It has been agreed 
to promote the strengthening and extension of business 
contacts between Soviet foreign trade organizations 
and Indian Government organizations for the further 
development of trade between the two countries. 


Source: Reserve Bank of India, Indian News Digest, 
Bombay, India, December 1, 1958. 


Japan's Economic Prospects and Government Policies 

The Japanese Cabinet on December 9 approved the 
Economic Report prepared by the Economic Planning 
Agency to serve as a guide in drawing up the new 
budget and deciding on the Government’s economic 
policies for the coming fiscal year (April 1959 to 
March 1960). The Report estimates that gross national 
product will grow at a rate of 5.5 per cent in real terms, 
to ¥ 10,762 billion; that there will be a 6.1 per cent 
rise in mining and manufacturing output; and that 
there will be a balance of payments surplus of $160 
million. These estimates are based on the expectations 
that the world economy will expand by 5-6 per cent; 
that Japan’s exports will increase by some 9 per cent, 
to some $3.0 billion, while imports will increase by 
some 18.4 per cent, to about $2.9 billion; that private 
investment in plant and equipment will decline by some 
5 per cent, because of existing excess industrial equip- 
ment; that individuals’ expenditures on consumption 
goods will rise by some 5.5 per cent; that investments 
in both producers’ inventories of raw materials and 
distributors’ stocks of finished goods—which have 
been low in the current fiscal year—will rise steadily; 
that prices as a whole, though strong, will level off; 
that government expenditures will expand as a result 
of an increase in public loans; and that the increase in 
employment will be about 740,000. 

The basic economic policies of the Government 
adopted for the next fiscal year are (1) furtherance of 
export promotion, (2) balancing of investment and 
savings, and a strengthening of the industrial founda- 
tion, (3) improvement and rationalization of industries 
and enterprises, (4) prevention of excessive competi- 
tion, and (5) betterment of national life through offer- 


ing greater employment opportunities and adopting 
better social welfare measures. 


Sources: Nihon Keizai Shimbun, December 9, 1958, 
and Bank of Tokyo, Weekly Review of Eco- 


nomic Affairs in Japan, December 20, 1958, 
Tokyo, Japan. 


Trade Plan Between Japan and U.S.5.R. 

A new trade plan for the period December 6, 1958 
to December 5, 1959 was signed on December 4 by 
Japan and the U.S.S.R. The value of the commodities 
specified is equivalent to £35 million, an increase of 
about £10 million over the previous trade plan. Japan’s 
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principal imports from the U.S.S.R. will continue to be 
logs, coal, crude oil, and heavy oil; however, wheat, 
barley, raw cotton, maize, and talc have been added 
to the list. Its principal exports will again be food- 
processing, chemical, textile, and printing machinery 
and equipment, and pharmaceuticals; new items added 
are titanium oxide, cargo boats, steel tubes, and stain- 
less steel products. 


Sources: Nihon Keizai Shimbun, December 5, 1958, 
and Bank of Tokyo, Weekly Review of Eco- 
nomic Affairs in Japan, December 13, 1958, 
Tokyo, Japan. 


United States and Canada 
U.S. Balance of Payments 


The U.S. over-all balance of payments did not change 
significantly during the third quarter of 1958. Both 
payments and receipts (seasonally adjusted) were about 
1 per cent higher than during the previous quarter. 
The decline in the acquisition of gold and U.S. dollar 
holdings abroad from $925 million to $790 million as 
a result of transactions with the United States was of 
the same magnitude as the change in unrecorded trans- 
actions. Gold and dollar reserves of Western European 
countries continued to rise during the third quarter; the 
amount of gold purchased from the United States, how- 
ever, was less than half that of the previous quarter, 
while the acquisition of dollar assets increased. In 
particular, European countries purchased about $700 
million of U.S. Government securities, compared with 
sales of more than $600 million during the second 
quarter. This shift coincided with changes in yields 
on these securities from less than 1 per cent at the end 
of the second quarter to about 2.5 per cent at the end 
of the third. The gold and dollar reserves of Japan also 
rose significantly during the quarter. These increases 
were more than offset by shifts from increases to 
decreases in the holdings of Canada and Venezuela. 
Gold and dollar reserves of other countries were rela- 
tively unchanged in the third quarter. 

U.S. merchandise imports, after seasonal adjustments, 
appear to have continued their moderate rise from the 
low level of the first quarter of 1958. Imports of indus- 
trial materials were still weak, while those of lumber 
and of iron and steel products appear to have been 
more responsive to the rise in U.S. business activity. 
Imports of other manufactured goods, which were rather 
stable during the recession period, tended to increase 
again. Merchandise exports rose slightly, but not 
enough to indicate that the low point in the export 
cycle has necessarily been reached, since foreign mar- 
kets for U.S. exports, particularly coal, steel, and cotton, 
are still weak. U.S. travel expenditures rose more than 


seasonally in the third quarter; during January- 
September they were about 10 per cent higher than a 
year earlier. Military expenditures declined from the 
second quarter but were about 10 per cent higher than 
a year earlier. The increase over last year reflects 
higher salaries paid to troops and civilian personnel and 
increased expenditures owing to the cessation of Ger- 
man contributions to the maintenance of U.S. troops 
stationed in Germany. 

The private capital outflow was substantially less 
than in the second quarter. Direct investments declined 
mainly in the petroleum industry in Venezuela; the 
decline was partly seasonal and related to tax payments 
in that country. Another factor may have been less 
favorable market conditions for petroleum, which were 
reflected in lower prices; this may have affected invest- 
ment programs and the availability of corporate 
incomes to finance them. Issues of new securities, 
which were unusually high during the first half of the 
year, fell sharply in the third quarter as interest rates 
rose and marketing opportunities deteriorated. The 
net outflow of U.S. grants and credits rose in the third 
quarter as a result of several extraordinary transactions. 
Private commercial debts owed by Brazil were 
refinanced by an Export-Import Bank loan to that 
country and a private bank loan to Colombia was 
transferred to the Export-Import Bank. The govern- 
ment outflow was also affected by the postponement of 
$40 million of French loan repayments. 


Source: Department of Commerce, Survey of Current 
Business, Washington, D.C., December 1958. 


U.S. Business Profits 


Net profits (after taxes) of U.S. manufacturing cor- 
porations amounted to $3.3 billion in the third quarter 
of 1958. This represents an increase of 17 per cent 
over the previous quarter and reflects more efficient 
control of costs, since sales rose by only 2 per cent. 
By the third quarter, sales and earnings had recovered 
about one half of the declines that had occurred 
between the last quarter of 1956 and the first quarter 
of 1958. Earnings after taxes in the third quarter 
averaged 4.4 cents per dollar of sales, compared with 
3.8 cents in the preceding period and 4.7 cents in the 
third quarter of 1957. The ratio of profits after taxes 
to stockholders’ equity in these three quarters was, 
respectively, 9 per cent, 7.8 per cent, and 10.5 per cent. 
Source: Securities and Exchange Commission, Press 


Release, Washington, D.C., December 16, 
1958. 


Canada’s Balance of Payments 

After increases in the first two quarters of 1958, 
Canada’s official gold and foreign exchange holdings 
were on balance reduced in the third quarter of the 
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year. The whole of the reduction took place in August 
and September, when the value of the Canadian dollar 
fell from more than US$1.04 in July to less than 
US$1.02 in mid-September. The average rate through 
the third quarter was US$1.0340, almost the same as 
in the second quarter. 

The Canadian current account deficit, at $190 mil- 
lion in the third quarter of 1958, remained virtually 
unchanged from the same period in 1957, notwith- 
standing a shift in the trade balance by about $50 
million from deficit to surplus. Higher payments and 
lower receipts on travel account, and a decline in 
freight revenues and in receipts from immigrants’ funds, 
were mainly responsible for the growing imbalance in 
nonmerchandise trade from $150 million in the third 
quarter of 1957 to $200 million in 1958. For the first 
nine months of 1958, the deficit on current account 
was reduced from more than $1.1 billion to about $800 
million, as the import surplus in merchandise trade fell 
to $130 million, less than one fourth of the correspond- 
ing period a year earlier, and the deficit in transactions 
in invisibles rose by about $80 million, to $660 million. 
A substantially lower deficit in merchandise trade with 
the United States was the principal factor contributing 
to the reduction in the total import surplus. The 
deterioration on invisibles account was mainly due to 
higher adverse balances with the United Kingdom and 
other countries as a result of smaller transfers from 
immigrants, some nonrecurring settlements, larger pay- 
ments on travel account, and larger official contribu- 
tions, including the financing of wheat exports to Asia. 

The current account deficit was more than offset by 
long-term capital inflow, which totaled $240 million in 
the third quarter and $820 million in the first nine 
months of the year. About three fourths of the inflow 
in these forms during the third quarter came from the 
United States; for the first nine months the proportion 
approached 85 per cent. Almost all items of long-term 
capital movement were less than in the corresponding 
period of 1957, both for the third quarter and for the 
nine-month period. Direct foreign investment in Can- 
ada during the first nine months was about $100 million 
less than in 1957. But since in the third quarter 
Canadians disposed of some of their interests acquired 
abroad and direct investment abroad was thus reduced 
to zero for the nine months, compared with an outflow 
of $60 million in 1957, net direct foreign investment, 
at $290 million, produced a capital inflow of only $40 
million less than in 1957. The net capital inflow from 
Canadian and foreign securities in the three quarters 
was $180 million less than during the corresponding 


period of 1957. During the third quarter of 1958, 

foreigners’ holdings of Canadian dollars increased by 

$90 million, the total increase for the nine months 
being $110 million. A substantial part of this accumu- 
lation is intended to provide for future expenditures in 

Canada. Other capital movements resulted in an out- 

flow of $170 million in the third quarter, part of which 

was probably the result of a reduction in Canada’s 
short-term payables. Notwithstanding an inflow of 

“other” short-term capital in the first quarter, there 

was on balance a considerable outflow for the nine 

months. 

Source: Dominion Bureau of Statistics, Quarterly Esti- 
mates of the Canadian Balance of Interna- 
tional Payments, Third Quarter, 1958, Ottawa, 
Canada. 


Latin America 


Reopening of Argentine Exchange Market 

Exchange operations were reopened in Argentina 
on January 12, 1959, after being suspended since 
December 30, 1958 pending the implementation of 
certain phases of the stabilization plan (see this News 
Survey, Vol. XI, p. 211). Transactions are reported 
to have taken place within a range of M$N 63.50 and 
MS$N 66.50 per U.S. dollar. 

For the administration of the new ad valorem taxes 
that are to be imposed and of new advance deposit 
requirements, imports have been divided into the fol- 
lowing categories. Category 1 includes fuels and lubri- 
cants, rubber, newsprint, iron ore, and various other 
raw materials considered essential to the national econ- 
omy. These may be imported free of customs sur- 
charges and no advance deposits are required. This 
category includes items which previously were imported 
at the official exchange rate of M$N 18 per dollar. 

Category 2 comprises semimanufactured goods 
destined for agricultural production, the steel industry, 
or the printing, chemical, and pharmaceutical industries. 
It also includes some miscellaneous items such as coffee. 
Goods in this category are to be taxed at the rate of 
20 per cent ad valorem. They were previously imported 
at 50 per cent of the free exchange rate and 50 per cent 
of the official rate. 

Category 3 goods, which are subject to a 40 per 
cent ad valorem duty, are subdivided into two sections, 
one which is not subject to advance deposits and the 
other requiring advance deposits ranging from 150 per 
cent to 300 per cent ad valorem. This category com- 
prises manufactured commodities that were previously 
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imported at the free market rate. Imports of industrial 
engines and motors are subject to a smaller advance 
deposit of 50 per cent ad valorem. 

These three categories together comprise about 2,000 
articles. Other commodities not falling into any of these 
categories may be imported by paying a customs sur- 
charge of 300 per cent and advance deposits of 300 
per cent. Automobiles are subject to a special advance 
deposit of 500 per cent of their c.i.f. value. 

Exports of some agricultural products and livestock 
products will be subject to export taxes of 10 per cent 
or 20 per cent of the f.o.b. value. An additional tax 
of 15 per cent will be imposed on exports of grain 
(except corn), forage, peanut oil, and linseed oil; this 
tax is to be applied temporarily to existing exportable 
stocks, and will be in force until these stocks are 
liquidated. Its purpose is to forestall speculation and 
prevent windfall profits on the part of intermediaries 
who have already purchased crops from farmers and 
who would be able to export at the free rate when the 
market reopened. 


Surcharges, export taxes, and advance import de- 
posits are to be deposited in a special account at the 
Central Bank, the proceeds of which will be used to 
reduce the federal fiscal deficit. 


Sources: La Nacién, Buenos Aires, Argentina, Janu- 
ary 6, 7, 9, 10, and 11, 1959; The Journal 
of Commerce, New York, N.Y., January 7 


and 13, 1959. 


Other Countries 
Reduction of South African Discount Rate 


The South African Reserve Bank reduced its dis- 
count rate from 4.5 per cent to 4 per cent as of Janu- 
ary 5. Four per cent is the same rate as existed between 
March 27, 1952 and September 29, 1955, when the 
rate was raised to 4.5 per cent. 

Dr. H.M. de Kock, Governor of the Reserve Bank, 
stated that the decision to lower the rate had been 
influenced by various circumstances. First, there was 
appreciable slackness in several primary and secondary 
industries and a continued slowing down in the tempo 
of economic activity. The improvement in South 
Africa’s gold and foreign exchange figures was not yet 
completely satisfying, and there would have to be 
continued reliance on a net inflow of capital. But there 
was sufficient reason to relieve the internal situation 
through lowering the bank rate. Second, there was the 
fact that the bank rate in England had been reduced to 
4 per cent. The difference between money rates in 
London and South Africa which had resulted from this 
reduction might attract short-term funds to South Africa 
which could be withdrawn later at an inconvenient 
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time. Moreover, it was considered advisable to provide 
scope for again raising the South African discount rate 
whenever adverse trends in the country’s internal or 
external financial position were observed. In relation 
to medium-term and long-term interest rates, the Gov- 
ernor said that the Reserve Bank is not prepared at 
this juncture to take a lead by lowering its pattern of 
interest rates for open market operations in govern- 
ment stocks. Those rates remain, therefore, unchanged, 
and only the rates for government stocks maturing 
within one year or within one to two years have been 
reduced—to 3.875 per cent and 4 per cent, respectively, 
from the previous uniform rate of 4.125 per cent for 
all maturities up to three years. 


Source: The Financial Times, London, England, Janu- 
ary 6, 1959. 





Fund Executive Director 


Dr. Wilfried Guth, Director of Department in the 
Deutsche Bundesbank, has been elected by the Federal 
Republic of Germany to fill the seat on the Fund’s 
Board of Executive Directors, to which Dr. Otmar 
Emminger was elected at the Thirteenth Annual Meet- 
ing of the Fund and which became vacant on January 15, 
1959, as a result of Dr. Emminger’s resignation. 


Corrigenda 


Volume XI, No. 25, December 19, 1958, page 198, 
item, “U.K. Trade”: The first sentence should read, 
“Provisional figures for U.K. trade in November show 
re 


Volume XI, No. 25, December 19, 1958, page 203, 
item, “Mexico’s Lead and Zinc Export Policy”: The 
figures in the first paragraph were erroneously reported 
as being new tax rates per kilogram on Mexican exports 
of lead and zinc. They are in fact the official export 
valuations which were used in October to determine 
the tax liability of exporters of these metals. 


International Financial News Survey, written by mem- 
bers of the staff of the Fund, is based on material 
published in newspapers, periodicals, official documents, 
and other publications as cited at the end of each note. 
Explanatory material may be added, but no Fund 
editorial comment or opinion. Therefore any views 
expressed are taken from the sources quoted and are not 
necessarily those of the Fund. 

The News Survey is published weekly, except in the 
Christmas and New Year weeks. It may be obtained free 
of charge by applying to 
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